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COMMONWEALTH OF MASSACHUSETTS 
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY 

 
RESPONSE OF BAY STATE GAS COMPANY TO THE 

FIFTEENTH SET OF INFORMATION REQUESTS FROM THE ATTORNEY GENERAL 
D. T. E. 05-27 

 
Date: July 16, 2005 

 
Responsible:  Joseph A. Ferro, Manager Regulatory Policy 

  
  

AG-15-10 Regarding MDTE No. 35, section 5.1, please provide the corresponding 
customer service policy and procedures. 

Response: The Company’s Policy and Procedures referenced in section 5.1 of 
M.D.T.E. No. 35 pertains to the Company’s procedures in evaluating main 
and service line extensions.  This line extension policy also relates to 
sections 5.8 and 5.9 of M.D.T.E. No. 35.  

 
 Please see response to UWUA-3-53 for a copy of the Company’s 

procedure and instructions in evaluating whether the cost or investment to 
install mains and/or services to serve a customer or group of customers 
yields a reasonable rate of return, and if not a customer contribution will 
be required to raise the rate of return on the investment to the Company’s 
required level.  As the attachment presents, the Company uses a 
discounted cash flow (“DCF”), that is, a Net Present Value (“NPV”) 
analysis.  

 
  



COMMONWEALTH OF MASSACHUSETTS 
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY 

 
RESPONSE OF BAY STATE GAS COMPANY TO THE 

EIGHTEENTH SET OF INFORMATION REQUESTS FROM THE D.T.E. 
D. T. E. 05-27 

 
Date: July 16, 2005 

 
Responsible:  Stephen H. Bryant, President 

 

DTE-18-25 Refer to Exh. BSG/SHB-1, at 38. Please explain, in detail, the proposed 
financing for the 10-15 year steel infrastructure replacement program. 
 

 
Response:  Financing for all capital expenditures, including the steel infrastructure 

replacement program, will be funded through equity and long-term notes.  
Long-term sources of financing are issued/retained as long-term needs 
have occurred or are expected to occur.   
 
Long-term notes are expected to be issued through NiSource Finance 
Corporation, which provides competitive rates to Bay State and allows 
Bay State to avoid significant issuance costs that would be incurred if the 
Company were to seek financing independent of NiSource.  The notes 
may or may not be supported immediately with externally issued bonds at 
NiSource Finance Corporation.   
 
Terms of these notes are anticipated to be market driven either through 
external issuances or set based upon H.15 statistical publications for 
appropriate lengths.  The length of note, if externally issued, will be 
determined by Corporate Treasury after considering market rates, 
maturities of currently held debt, and other appropriate considerations.   
 
Equity will be retained to the extent the Company will target a 45/55 debt 
equity ratio.  
 
Financing petitions will be filed as long-term notes are requested.  The 
DTE will review expected terms and requests at that time. 



COMMONWEALTH OF MASSACHUSETTS 
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY 

 
RESPONSE OF BAY STATE GAS COMPANY TO THE 

EIGHTEENTH SET OF INFORMATION REQUESTS FROM THE D.T.E. 
D. T. E. 05-27 

 
Date: July 16, 2005 

 
Responsible:  Stephen H. Bryant, President 

 

DTE-18-26 Refer to Exh. BSG/JES-1, Sch. JES-17, at 9-10. Because the steel 
infrastructure replacement costs represent incremental capital 
expenditures, please explain whether any carrying charges and rate of 
return allowed by the Department should be calculated on an incremental 
cost basis, versus the embedded cost of capital. 
 

Response:  Exh. BSG/JES-1, Sch. JES-17, at 9-10 illustrates the cost to carry 
incremental investments made under the Company’s proposed SIR 
program from the time the facilities are placed in operational service until 
the facilities are incorporated in rates through the annual SIR Base Rate 
Adjustment.  This calculation utilizes the pre-tax, weighted average cost 
of capital as proposed by the Company in this proceeding.  Needless to 
say, the Company intends to use the return that is ultimately granted in 
this proceeding. 

 
As an alternative, it is certainly feasible to calculate carrying charges and 
rate of return for each annual SIR Base Rate Adjustment based on the 
Company’s most recent debt issuance, rather than relying on the 
weighted average cost of long-term debt that existed at the time that the 
record was closed in this proceeding.  In fact, the Company expects to 
issue additional long-term debt each year to finance the year’s SIR 
program.  The Company will require Department approval to issue this 
incremental debt.  As such, the Department will know at the time of each 
annual SIR Base Rate Adjustment Filing the incremental cost of debt. 

 
The determination of an appropriate equity rate at the time that each SIR 
Base Rate Adjustment is calculated is more difficult to determine.  Unlike 
the cost of long-term debt, which will be determined at the time that 
incremental debt is issued and can readily be verified, there is no concise 
and independent method for determining an appropriate return on equity.  
As such, the Company would recommend that the return on equity as 
granted in this proceeding be used for calculations in SIR Base Rate 
Adjustment filings. 
 
It would also be feasible to adopt the capital structure, as it exists from 
time to time, rather than rely on the capital structure that is approved in 
this proceeding.    
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